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SHIPPING SUBSIDIES. 

THREE " reasons " for subsidy are usually given by those 
advocating this method of building up our merchant 
marine : first, the greater cost of construction in Amer- 
ican yards ; second, the greater cost of maintenance and opera- 
tion under the American flag ; and third, the bounties given by 
other nations. 

The greatest diversity of opinion prevails as to the amount 
of difference in cost of construction. In 1894, the commis- 
sioner of navigation declared that steel steamers could be built 
as cheaply in the United States as anywhere on earth. In 
1898, he estimated that the cost in American yards was much 
greater. Since then he has been busily engaged in revising 
his estimates of comparative cost. 

The Merchant Marine Commission, appointed by Congress 
in 1903, gathered much testimony on this subject. The cost 
of construction in American yards was estimated by different 
witnesses to be anywhere from 20 to 100 per cent greater than 
in English yards. Nearly all agreed, however, that it costs 
more to build vessels in America than in Europe. Most of the 
witnesses favored subsidies as the proper means of neutralizing 
this disadvantage in initial cost. 

In regard to operating expenses there is even greater divers- 
ity of opinion. The testimony taken by the Merchant Marine 
Commission is full of contradictory statements regarding wages 
of seamen on board American vessels as compared with wages on 
foreign vessels. Seamen and representatives of seamen's 
unions asserted that wages were not a matter of nationality at 
all, but were determined wholly by the port where the crew 
was engaged. Some owners declared that wages of ordinary 
seamen were determined by the port, but that salaries of offi- 
cers were governed by the nationality of the ship. Most ship- 
owners and all ship-builders asserted with great positiveness 
that wages were wholly a matter of nationality and that the 
port had nothing whatever to do with them. It was asserted 

594 



SHIPPING SUBSIDIES 595 

repeatedly that Norwegian sailors would work on board a Nor- 
wegian ship for less than half the wages they would demand 
on an American vessel. At the same time it was asserted that 
sailors of all nationalities preferred American vessels to any 
others because of the better food and arrangements and the 
larger and more comfortable quarters assigned to the crew. 
These contradictory statements can not be reconciled. They 
were presented as " facts." It is doubtless true in many cases 
that laborers, by reason of their own ignorance and short- 
sightedness, receive no greater pay for especially hard or 
dangerous labor than others receive for safe and pleasant labor 
of the same grade ; but it seems hardly possible that sailors are 
so perversely ignorant that they demand wages in inverse pro- 
portion to the danger and irksomeness of their tasks. 

The calm assurance with which the advocates of subsidy 
assume that bonuses to shipping will immediately result in 
rapid expansion of the merchant navy is rather irritating. The 
basis of this assumption consists of citations of " statistics " re- 
lating to the effects of English, German and other subsidies. 
The statistics do indeed show rapid growth of English and 
German commerce and shipping. Since English and German 
shipping is prosperous and these countries pay subsidies, it is 
argued that subsidies cause shipping to increase. Such a use 
of statistics brings contempt upon the statistical method. It 
may be well worth while to examine the history of the ship- 
ping subsidies granted by some of the leading commercial 
countries, if for no other purpose than to show the fatuity of 
most of these so-called statistical studies. 

The supremacy of Great Britain in the ocean transport busi- 
ness makes her policy toward shipping especially interesting 
and important. Each side in the subsidy controversy claims 
this country as the shining example of its own peculiar pro- 
gram. On the one hand it is asserted that Great Britain has 
paid and is still paying enormous subsidies to shipping, and 
that her maritime superiority is due to these payments. On 
the other hand it is declared that Great Britain does not now 
pay and never has paid real subsidies, and that this let-alone 
policy has been the cause of her commercial and maritime 
prosperity. 



596 POLITICAL SCIENCE QUARTERLY [Vol. XX 

Discussion of British subsidies can refer only to postal sub- 
ventions, since Great Britain never has given general bounties 
on construction or navigation of ships. A priori, it seems un- 
likely that postal subventions can build up a merchant marine. 
They help only such vessels as are suitable for mail service. 
These constitute but a very small proportion of the total 
merchant tonnage (in the case of Great Britain, about two per 
cent), and they carry even a less percentage of the entire com- 
merce. True, freight steamers are dependent upon the mail 
steamers for regular and quick communications, but advan- 
tages in the way of prompt communication are hardly of such 
importance as to induce men to build and run freight steamers 
unless their country has other and more important advantages. 
It is clear that profitable mail contracts encourage the particu- 
lar lines lucky enough to secure them, but there is no reason 
for asserting that this encouragement of special lines aids the 
merchant marine in general. In fact, the experience of Great 
Britain as of other countries proves the contrary as conclu- 
sively as experience can prove anything. 

The Cunard subsidy did not, as is often asserted, establish 
trans-Atlantic steam navigation. The Great Western Company 
had built a steamer and run it successfully across the Atlantic 
before Samuel Cunard asked for a subsidy to enable him to do 
the same thing. There is not the slightest doubt that the sub- 
sidy given to Cunard helped him to make dividends. It is 
equally certain that the liberal grants to Cunard discouraged 
his first rival, the Great Western Company, and finally drove it 
into bankruptcy. The existing statistics do not show whether 
the encouragement to Cunard acted in the beginning more or 
less powerfully on the growth of shipping and commerce than 
did the accompanying discouragement to his rivals. Here the 
statistical method breaks down and we must treat the subject 
deductively. 

If the mail payments are sufficient only to remunerate the 
contracting company for the necessary cost of the service it 
performs, it is reasonable to suppose that the contract will act 
merely to concentrate the ocean-mail business into the hands 
of the contracting company. The building and sailing of ships 
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will not be in the least encouraged or accelerated. The con- 
tracting line will grow at the expense of other shipping. This 
effect of mail subventions has been decried as an evil because 
monopolistic. Whether evil or good it cannot be obviated. 

If the subventions are larger than the necessary cost of the 
service, two results are possible. Either the payments serve to 
remunerate inefficiency for its inability to make profits, or the 
bonus above the cost of service bestows upon the contracting 
line a monopoly advantage, giving it power to cut freight and 
passenger rates under the competitive point. This condition 
might encourage the contracting line to expand until it had ab- 
sorbed a large part of the business of its rivals. The motive for 
this policy would be the hope of enhanced profits, and the only 
way to secure such profits is to drive out rivals and then raise 
freight rates above the competitive price. The effects of such 
a policy are first to stimulate and then to discourage the growth 
of shipping. Careful investigations go to show that the Cunard 
subsidies retarded rather than accelerated the growth of the 
British marine. Cunard drove the Great Western Company 
out of business and prevented a joint-stock company from be- 
ing formed; and when the American Collins line was estab- 
lished, he induced the British government to increase his 
subsidy to meet the new competition. At the same time he 
cut freight rates in half — all of which goes to show that he pos- 
sessed a certain monopolistic control over the fast freighting 
business of the North Atlantic, due in part at least to the 
over-liberal government subsidies. This policy helped the 
Cunard company to make profits for a time, but it did not 
aid the British merchant marine. On the contrary, it seems 
probable that the tonnage of all British steamers, including the 
Cunard lines, did not increase so much as would have been the 
case had no special contracts been granted, or had the pay- 
ments been arranged on a strictly business basis. Later on, 
the White Star boats beat the subsidized Cunard steamers both 
in speed and comfort. The bounty which at first discouraged 
its rivals finally injured the Cunard line itself. Not until the 
British government ceased to hover maternally over this enter- 
prise was the Cunard line able to compete successfully with its 
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later rivals. The new agreement between the government and 
the Cunard company is, however, a reversion to the ancient 
policy of special privileges. 

The history of other British mail lines substantiates the above 
conclusions. The contracts with the Peninsular and Oriental 
Company were for the most part arranged on business princi- 
ples. Nevertheless they tended to give that line a preponder- 
ance in Eastern trade because of the vast amount of the govern- 
mental patronage. The Royal West India Mail was a costly 
experiment, which can not be justified even on the grounds of 
the need of quick communications with the colonies. Whether 
the British imperial mail contracts can or can not be justified 
on other grounds, it can not be shown that they have helped in 
the least to add permanently to the tonnage of British shipping. 
The history of English subsidies does not, however, justify 
sweeping generalizations on the policy of subsidies. Different 
conditions demand different treatment. 

The mail subsidy policy began in Germany in 1885, when a 
subvention of 4,400,000 marks a year was given to the North 
German Lloyd for services to East Asia and Australia. In 
1898 this subvention was increased to 5,570,000 marks. In 
1 890 a subsidy of 900,000 marks a year was granted to the 
East Africa line, which payment was increased in 1901 to 
1 >3 50,000 marks, so that Germany now pays altogether 6,940,- 
000 marks per annum in ocean-mail subventions. The mileage 
rates paid by Germany are lower than those paid by Great 
Britain, though on the basis of the weight of mails carried they 
are much higher. On the whole the mail subventions paid by 
Germany seem no more than a fair compensation for the ser- 
vices rendered, taking account of the speed requirements, the 
regular times of sailing, and the free carriage of officials and 
official dispatches. The intention of the German government 
in granting the mail subventions, as indicated in the various 
official memoranda and the debates in the Bundesrath and the 
Reichstag, was to encourage exports and shipping. 

In addition to these subsidies the German government grants 
free importation of all materials of construction and gives pre- 
ferential railway rates on such materials. Besides, the state 
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gives special assistance to the German Levant line and the 
German East Africa line in the way of special through freight 
rates, which give the railroad an unduly small proportion of 
the combined rates, on exports from Germany. Neither the 
amount of these indirect bounties nor their effect on export 
can be accurately estimated. Commerce and shipping have 
expanded, and it is reasonable to suppose that the preferential 
rates had some influence in this direction. If larger exports 
and greater tonnage are the only considerations, then the Ger- 
man system of preferential rates would seem to be a more effi- 
cacious method than mail subventions. But if state expenditure 
should bear any just relation to value received, then the ex- 
pediency of these state favors may well be questioned. 

The official statistics of trade over the North German Lloyd 
lines show a constant increase. The conclusion is hastily 
drawn that this increase is wholly due to the mail subventions. 
Even were this the case, the wisdom of paying 17,040,800 
marks in subsidies from 1888 to 1897 for the purpose of in- 
creasing the yearly exports to East Asia from 18,800,000 to 
52,000,000 marks, and imports from 28,000,000 to 64,000,000 
marks, is not apparent. During the same period the German 
government paid 26,896,000 marks for the Australian service, 
and the exports to Australia increased from 13,200,000 to 
32,000,000 marks, and the imports from 12,000,000 to 36,000,- 
000 marks a year. 1 The insignificant amount of German trade 
over the East Africa line indicates that the preferential through 
freight rates have had no appreciable influence in stimulating 
German exports." The Levant line refuses to publish statistics 
of its business. Its tonnage has greatly increased, but this is 
probably due to the profitable coasting trade rather than to 
increased commerce with the home country. 

To ascribe the rapid progress of German shipping to bounties, 
direct or indirect, is absurd. In the first place, this rapid ex- 
pansion began in 1881, four years before mail subventions were 
granted and long before preferential railway rates were inaugu- 

1 Figures taken from Commercial No. 2 (1898) in British Parliamentary Reports. 

2 See Commercial No. 2 (1898). 
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rated. Secondly, Germany does not pay large subsidies. The 
total amount of the mail subventions is but little greater than 
the amounts which the United States is now paying on account 
of contract ocean-mail service for much shorter routes and less 
onerous service. Computed on either a mileage or weight 
basis the German rates are much lower. Thirdly, no possible 
connection between the state aid and the growth of the mer- 
chant marine can be established. On the other hand other 
economic causes are sufficient to explain Germany's maritime 
growth. The emigrant movement to the United States built 
up the North German Lloyd and the Hamburg-American lines. 
The industrial revolution in Germany since 1880 accounts for 
the expansion both in commerce and in shipping. The effects 
of the bounties, both direct and indirect, are insignificant com- 
pared to the effects of these economic forces. As indicated 
above, the motive for governmental interference was to stimulate 
German commerce and shipping. If the coddling policy has 
really encouraged these industries, it must be because of the 
inadequacy of the subsidies. 

Of the countries giving direct bounties on construction and 
navigation, France offers the most instructive study. Under 
the law of 1881, the French government expended up to 1893 
nearly 31,500,000 francs in construction bounties, and more 
than 89,000,000 francs in navigation bounties. During this 
time the sailing marine continued to decline as rapidly as ever, 
while the steam tonnage increased for the first five or six years 
of the period at an accelerated rate. As industrial conditions 
remained practically unchanged in France, it is fair to suppose 
that the bounty was the cause of this accelerated increase. 
Under the law of 1893, France expended, up to 1903, about 
55,000,000 francs for construction and 1 1 7,000,000 francs for 
navigation bounties. The law was so framed as to give a dis- 
proportionately large bounty to sailing vessels, amounting often 
to 25 per cent of the capital invested. More than half the 
gross incomes of some lines of sailers were made up of the 
government bounties. 1 The principle worked out in this re- 

1 Of* Journal des £conomistes, vol. 48 (1901), pp. 312 et seq. 
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markable law was government aid to industry incapable of self- 
support — the more incapacity, the more subsidy. As a conse- 
quence, by 1902, French sail tonnage had increased to nearly 
the amount existing in 1881, while steam tonnage had increased 
but little. It is remarkable that in spite of the exclusion of 
foreign-built tonnage from the bounties, the increase in the 
steam marine was largely due to purchase abroad. Only the 
uncertainty of government favors prevented a still greater mul- 
tiplication of the comparatively inefficient sailing vessel. 

The statistics* show a considerable increase since 1893 in 
French tonnage engaged in foreign trade, but the percentage 
of French to total tonnage so engaged has pretty steadily de- 
clined since 1 886. What is more significant, the percentage of 
French commerce (value) carried in French ships increased 
from 1 88 1 to 1895, since when it has declined considerably. 
To summarize, before 1881 the total tonnage decreased rapidly. 
This does not necessarily indicate a decrease in the efficiency 
of the merchant navy. Statistics of commerce, however, show 
that the mercantile fleet was declining in activity as well. The 
law of 1 88 1 seems to have produced a temporary increase both 
in tonnage and activity. Since the law of 1893, the tonnage 
has increased somewhat, principally through additions to the 
sailing fleet, while the activity of the marine has steadily de- 
clined. This indicates a most unhealthy condition — a marine 
increasing in size and diminishing in utility. While the boun- 
ties appear to have brought about an increase in tonnage, they 
have at the same time sapped the remaining vitality of French 
maritime enterprise and left it a giant infant which becomes 
more dependent the larger it grows. The experience of France 
shows luminously the vast difference between a valuable mer- 
chant marine and an expensive one. The uneconomic expan- 
sion of the sailing marine at the expense of the steam marine 
led to the law of 1902, which took away the preponderating 
advantage accorded to sailing ships. 

The French postal subventions are much older, are even 
larger in amount and are therefore probably more influential 

1 See Bulletin de Statistique, Statesman's Yearbook, Almanach de Gotha, Annuaire 
Statistique, and Tableaux annuels du commerce et de la navigation. 
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than are the general subsidies. The Compagnie Generate 
Transatlantique, the Messageries Maritimes, and the Chargeurs 
Reunis are the chief postal lines. They own about 50 per cent 
of the French steam merchant marine. The postal subventions 
since 1896 have amounted to about 26,000,000 francs per an- 
num. The mileage rates are much higher than those paid by 
Germany and England. The payments must be in part true 
bounties disguised as postal subventions. 

The cost of constructing steamers is estimated to be 25 to 50 
per cent greater in France than in England. How much of 
this greater cost is due to natural economic conditions and how 
much is due to the bounties can not be determined. French 
ship-owners complain that builders are united in a trust and 
charge enough for construction to absorb the whole of the 
bounty to navigation. As foreign-built vessels are not entitled 
either to navigation bounties or postal subsidies, * the builders 
have the owners on the hip. Under the circumstances it is 
absurd to speak of a bounty to equalize first costs. Costs of 
construction increase with the bounty, so that if the govern- 
ment chose to double its mail subsidies, the " costs of service " 
would absorb the whole amount. First costs of steamers, 
docks, etc., would be doubled and so on down the line in beauti- 
ful procession. The service will cost as much as the govern- 
ment is willing and able to pay. 

The rapid expansion of Japanese shipping and commerce in 
conjunction with the granting of subsidies in 1896 has furnished 
much ammunition to the advocates of subsidies. The law of 
1896 granted general subsidies for both construction and navi- 
gation, and in addition it established fifteen postal lines at an 
annual expense of $2,482,202. This law, coming at the time 
of Japan's most rapid industrial progress, acted as a powerful 
stimulus to shipping ventures. New steamship lines were 
started and old ones doubled or trebled their capitals and fleets. 
The possibility of overdoing the shipping business was over- 
looked. Consequently the oversupply of ships (mostly Eng- 

1 The law of 1902 expressly excludes foreign-built ships in one article and in the 
next article admits them conditionally. Foreign construction is really placed under 
a greater disadvantage than by the law of 1893. 
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lish-built) brought down freight rates, and this, coupled with the 
economic crisis of 1898-99, caused severe losses to the shipping 
companies. A law was passed in 1899 making the navigation 
bounties to foreign-built ships only 50 per cent of the former 
rates, and fixing the mail subventions at certain stated sums. 
Since then shipping has continued to expand, though less 
rapidly. 

The effects of subsidies by England, Germany, France and 
Japan differed because of different conditions. In England 
shipping was highly developed, and the bounties, so far as they 
were true bounties, retarded rather than aided development. 
German shipping was prosperous before the era of state inter- 
ference. The postal subventions are not true bounties, and 
have no appreciable effect. The indirect bounties depend 
upon the activity of the shipping, and have done no apparent 
harm, at least to the shipping interests, whatever may be said 
of the evils of export bounties. In France shipping was on the 
decline. The subsidies seem to have arrested the decrease in 
tonnage and accelerated the decline in self-dependence. France 
has demonstrated beyond question the fact that a nation may 
own a merchant navy if it is willing and able to pay enough 
for it. She has also shown that the possession of such a marine 
is not necessarily a source of wealth or a subject for rejoicing. 
Japan offers the best material for the believer in subsidies to 
conjure with. It is possible that her legislators were quicker 
to discern the natural advantages of Japan as an ocean carrier 
than were her business men. But accelerated growth accom- 
panied by aggravated commercial depression has its drawbacks. 
Furthermore the attempt of Japanese statesman to make Japan 
a ship-building nation does not show great wisdom. No amount 
of bounty can develop ship-building in a country inadequately 
supplied with coal and iron. 

The United States has experimented from time to time 
with mail subventions, and the results have not been very 
happy. From 1847 to 1858 the government paid nearly 
$15,000,000 in mail subsidies to six different steamship 
lines. The failure of the subsidies to give any permanent 
impetus to steam navigation is ascribed by one party to 
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the inherent evil of bounties and by the other to the short- 
ness of the period and the insufficient amount of the sub- 
sidy. In truth England possessed such a great advantage over 
us in the construction and operation of steamships that only 
extremely large bounties could have kept our mail steamers 
afloat in " competition " with those of England. In the subsidy 
war with England which followed the establishment of the 
Collins line we stood no chance to win. England had cheaper 
ships, cheaper coal, vastly greater commerce and incomparably 
greater wealth to waste in subsidies if she thought them neces- 
sary. Perhaps no blame should attach to this ill-advised 
experiment, but, in the light of after events, the impossibility 
of our outrivaling England at that time is obvious. 

From 1865 to 1875 Brazil and the United States paid jointly 
$250,000 a year for a mail line between New York and Rio 
Janiero. When the subsidy ceased the line suspended. The 
subsidy created and supported the line, but the mere existence 
of this line had no discernible effect either on commerce or 
shipping. 

In 1867 the Pacific Mail commenced a monthly service be- 
tween San Francisco and the Orient on a subsidy of $500,000 
per annum. Five years later the company offered to double 
the service for another $500,000. After great difficulty a bill 
authorizing the increased service passed Congress. Later it 
was proven that the company had spent about a million dollars 
in more or less direct bribery to secure the passage of the bill. 1 
Because of the improper methods used to secure the necessary 
legislation, the later contract was annulled. 

During the period of subsidy, imports from China and Japan 
increased somewhat, while exports actually decreased. 4 The 
subsidized steamship line was no more responsible for the one 
than for the other. Trade with South America and Asia re- 
mained practically stationary because we had nothing that the 
inhabitants of those two continents wanted. A subsidy large 
enough to enable goods to be given away could scarcely have 

1 See 42d Congress, 2d Session, House Doc. no. 598, Miscellaneous Docs. nos. 74 
and 255; 43d Congress, 1st Session, House Doc. no. 368. 

2 See Treasury Reports on Commerce and Navigation for the years i860 to 1880. 
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increased exports much. No development of shipping resulted 
from this burst of subsidy. In a speech before the House of 
Representatives in 1879 on the occasion of a new subsidy 
proposition for a line to Brazil, Mr. J. G. Cannon said : 

Beginning with the year 1847, down to the present time, we have paid 
out of the Treasury over $21,000,000 for the purpose of establishing 
steamship lines. Seven million dollars would buy all the steamship 
lines engaged in commerce that sail under the American flag on every 
ocean in the world, and more than that, the subsidizing of these steam- 
ship lines, from the Collins line in 1850 up to the present time, has 
bankrupted every prominent man that favored it. 

The disgraceful experience with the Pacific mail discouraged 
further subsidy schemes until 1891, when the present ocean 
mail act was passed. It establishes four classes of steamships 
to receive respectively $4.00, $2.00, $1.00 and $0.66^ per 
mile traversed as compensation for carrying the mails. At its 
passage it was confidently predicted that ocean transportation 
would as a consequence be revolutionized and American ship- 
ping would soon cover every sea. Six mail lines have been 
established under the law, demanding a yearly expenditure of 
nearly $1,500,000, but no revolutionary developments in 
American shipping have yet resulted. The impossibility of 
building up the merchant marine by subsidies, reasonable or 
exorbitant, for carrying the mails has been pointed out above. 

The decline in the American marine was not caused, as is 
generally supposed, by the Civil war, although a great amount 
of shipping was destroyed or sold during the war. The loss 
would have been quickly recovered had conditions remained 
the same as during the first half of the nineteenth century. 
The change from wood to iron materials and from wind to 
steam propulsion was largely responsible for the advance of 
English and the decline of American shipping. Perhaps of 
equal influence were the protective duties which made invest- 
ments in manufacturing enterprises very profitable as compared 
with shipping ventures. But more than all, the building of 
railroads, the opening up of new mines and the development of 
other resources absorbed the capital and energy of the Amer- 
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ican people. Now that American business men have exploited 
the richest natural resources of the continent, they are turning 
their attention once more to over-sea ventures. A large 
amount of American capital is invested in ocean-going ship- 
ping, but it sails, for the most part, under foreign flags. Our 
yards are building but little for the foreign trade, possibly be- 
cause of the greater cost of construction. 

There is a widely prevalent belief that a country must possess 
a large merchant navy in order to be an independent and self- 
respecting nation. It is further believed that the nation which 
must make use of the merchant shipping of foreign countries is 
economically dependent upon those countries. So far as 
economy is concerned, there is no reason why we should object 
to having our freights carried by Englishmen, Norwegians, 
Italians and Germans. So long as these people can carry them 
cheaper than we can ourselves, there is nothing but gain for us 
in the transaction. 

Apart from a certain romantic glamour which clings to the 
sea, " a life on the ocean wave " is a most unattractive vocation. 
It will require more than eloquence to convince the American 
laborer that the hazardous, erratic existence of a seaman is 
preferable to a comfortable home on solid ground, where a 
thousand conveniences and luxuries, denied to the sailor, can 
be enjoyed. The dream of creating a merchant marine to be 
manned by American sailors seems far from realization. If we 
insist upon this point it means enormous subsidies, to be con- 
tinued as long as the wages of American laborers, taking effi- 
ciency into account, are higher than the wages paid for seamen 
by England and other maritime countries. If American labor- 
ers were as efficient in managing ships as they are in other lines 
of work, there would be no disadvantage in wages to be over- 
come. As it is, a handicap in the navigation of ships does 
exist, and it can be overcome in but two ways : first, by im- 
proving American ships, thus rendering the labor of seamen 
on our vessels more efficient than on foreign vessels ; second, 
by reduction of wages to the level of foreign wages. The 
latter possibility can come only when we have a population as 
redundant as that of the leading maritime countries of the 
world. 
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The cost of maintaining a merchant marine at public expense 
cannot be estimated, because there are no reliable figures 
showing the real difference in wages in the United States as 
compared with other countries. The yearly amount would be 
large, however, and only the wildest guess can be made 
whether the efficiency of American seamen would or would 
not increase sufficiently to make up for the difference. 

If we were willing to forego the patriotic joy of manning 
American ships with native Americans, it would be possible to 
obtain a merchant marine and to run it under the American 
flag without any bounties. It would be necessary only to 
allow our shipowners to buy their ships in the cheapest market 
and man them on the same terms. If our navigation laws 
allowed free ships and freedom in the navigation of ships, there 
would be nothing to hinder American shipping in the foreign 
trade from expanding rapidly. But those most agitated by 
our maritime decadence do not want the merchant marine re- 
habilitated in this most rational manner. A merchant marine, 
they say, can have no permanence or value unless built at home. 

If our marine is to be built at home, the difference in 
cost of construction, if any, must be made up by a subsidy in 
some form. Again it is impossible to make accurate esti- 
mates. Shipbuilders place the costs in American yards any- 
where from 20 to 100 per cent higher than the costs in Eng- 
land. When guesses (.they can scarcely be called estimates) 
vary so widely, it is idle to talk of a subsidy to make up the 
difference in first costs. It probably does cost more to build 
ships in the United States than in Great Britain. It would be 
odd were it not so. The ship-building industry in Great Britain 
is highly organized on an extensive scale. While the Ameri- 
can builder constructs one ocean-going steamer, the British 
builder constructs scores. Fixed charges form a much larger 
proportion of costs in American yards. Duplicate parts are 
used extensively in the construction of British tramp steamers, 
cutting down costs greatly. 

Were the industry organized on a larger scale in the United 
States there is every reason for supposing that ships could be 
built as cheaply here as anywhere else. It is well known that 
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in the production of all other kinds of steel structures, our 
manufacturers can compete with the world. According to the 
latest revised edition of the " infant industry argument," a sub- 
sidy which would encourage the development of such a prom- 
ising infant would increase the national income by more than 
the amount of the subsidy. The argument for encouraging 
industries of increasing returns at the expense of industries of 
decreasing returns is the least childish of the i' infant industry 
arguments," but in this case there are arguments in plenty on 
the other side. Not to mention the obvious objection that 
neither the cost nor the benefit, if any, of protection can ever be 
guessed at, we may ask if American shipbuilding is really such 
a promising infant. To-day the world is confronted by an 
oversupply of ships. Ever since the end of the Boer war 
freights have been very low. This fact gave Mr. Morgan his 
inspiration to organize all the steamship lines of the North 
Atlantic into a big trust. Shipyards are working short time 
and turning out work at prices very little above cost. There is 
no great demand for steamships, and a further decrease in 
prices does not seem likely to create such a demand. Better 
organization in the ocean transportation business is much more 
needed than either more or better ships. In fact, a reduction 
in the number of ships would give a more economical service. 
One effect of an American subsidy would be to increase an 
already redundant shipping. Would this bring down freights 
and so lead to expansion of commerce with all its attendant 
blessings ? Scarcely, for every idle ship is a pauper, depend- 
ing for support upon active shipping. Furthermore every 
unused compartment in every ship in service represents idle 
capital, which earns nothing but demands dividends. The pro- 
posed subsidies would probably increase the costs of ocean 
transportation by increasing the amount of idle tonnage. Of 
course subsidies might be made large enough to pay part of the 
costs of transportation, however high. The government might 
even pay all the ocean freights. This would certainly tend to 
the expansion of commerce. Such a policy, resulting in an 
uneconomic multiplication of shipping, would differ from other 
subsidy schemes only in the degree of wastefulness and imbe- 
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cility. Even if it could be shown that a subsidy would encour- 
age a deserving industry to produce more cheaply than its 
foreign competitors, it does not follow that the giving of subsidy 
would be a wise policy. 

There is then no good economic reason for granting subsi- 
dies to the merchant marine either for construction or naviga- 
tion. The political arguments are two in number : first, the 
need of national self-sufficiency, and second, the need of a mer- 
chant navy to serve as an auxiliary naval force and to furnish 
transports and seamen for the war navy. As to the first count, 
it is impossible for any nation to be entirely independent of 
other peoples. Except possibly for military reasons, there can 
be no object in owning ships merely to show our independence 
of other nations. To hire foreign ships is no more an indica- 
tion of inferiority or dependence than to buy foreign fish or 
flannels. Secondly, as to the military value of a merchant fleet, 
it is obvious that it is a source of danger and not a protection 
in time of war. Witness our own Civil war, when a few Con- 
federate cruisers swept half our great merchant marine off the 
seas in spite of our powerful war navy. The more shipping a 
nation possesses the more vulnerable it is to attack. It is much 
cheaper and better for the government to build cruisers that can 
cruise than to subsidize a private corporation to build pseudo- 
war vessels that are inefficient as carriers in time of peace and 
useless as cruisers in time of war. The war vessel has become so 
highly specialized that no mail steamer can be successfully con- 
verted into an efficient cruiser. The fastest are too slow to run 
away from a real cruiser built for speed and the strongest are 
too weak to fight. As regards the ordinary merchantmen 
which make up nearly the entire commercial navy, canal boats 
could as readily be converted into engines of war as these lum- 
bering ocean-drays. As for transports, it would seem more 
rational to buy them outright when needed than to pay millions 
in subsidies and then have to buy the subsidized ships when 
wanted. 

If we had no merchant vessels the argument for a merchant 
navy to train up seamen for the war navy would have great 
force. But the United States ranks next to Great Britain in 
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the tonnage of her merchant fleet, and close after Germany 
(t. e., third) in the tonnage of her ocean-going vessels engaged 
in foreign trade. There is no pressing need of hiring vessels to 
train up seamen. 

If we want to acquire a merchant navy in any case, whether 
we need it or not, we must pay the price. The childish faith 
in subsidies manifested by some of our oldest and therefore, 
according to a popular superstition, wisest politicians is de- 
pressing. The report upon the last bill introduced into and 
finally passed by the Seriate (1902) reads in part as follows: 

The purpose of this bill and its reasonably certain results will be within 
ten years to establish the maritime supremacy of the United States in 
the trade on the Pacific with Asia and the Philippines and on the Atlantic 
in the trade of the Gulf of Mexico and the Caribbean Sea ; to establish 
on a secure basis the trade between the United States and the repub- 
lics of South America, and to give the United States a respectable rep- 
resentation in the trade of the North Atlantic. Incidentally it will give 
to the United States an auxiliary navy second only to Great Britain's ; 
an ocean mail service superior to that of Great Britain, France or Ger- 
many in all respects — except for a few years more possibly the service 
between New York and England and the North Sea ports. It will so 
extend shipbuilding as to transfer in time, certainly from Germany, and 
possibly from Great Britain, to the United States the center of that 
industry, as the centers of other industries recently have been transferred. 
Finally, it will give to the United States a measure of maritime inde- 
pendence corresponding to our industrial and agricultural independence. 
This object and these results are perfectly well understood abroad, and 
afford the reason why the measure is regarded with undisguised appre- 
hension and hostility by the shipping interests of Europe. 1 

All these grand results are to be accomplished by the yearly 
expenditure of a paltry $4,700,000 in mail subventions and a 
million in general subsidies." The total is but little more than 
the mail subsidies paid by France, and not a million dollars 
greater than the subventions paid by Great Britain. Yet the 
American people are seriously asked to believe that the costs 
of construction and of navigation are 25 to 100 per cent greater 

1 See Sen. Reports, vol. 2, no. 201, p. 1. 
* Ibid., pp. 16, 28 and 29. 
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under the American flag than under the British flag! Surely 
to overcome such great differences an appallingly large subsidy 
would be necessary. After our former experiences with pro- 
tection we have reason to feel a qualm of doubt regarding the 
results of a ten years' trial of the subsidy panacea. If only the 
subsidy agitators could be silenced once and for all, we could 
afford a very costly experiment, but nowhere does hope spring so 
eternal as in the breasts of those who live at the public expense. 
It was only in 1 898 that the subsidy evangelists estimated that 
$10,000,000 a year would be needed to revive the merchant 
marine. Captain W. W. Bates, formerly commissioner of navi- 
gation, figured that the original Hanna-Payne bill would cost 
after ten years $48,374,015 in the single year rcx>8, if it brought 
80 per cent of the tonnage engaged in our foreign trade under 
the American flag, as its promoters claimed. By 1925 the 
annual expenditure would be increased to $82,570,512. Of 
course these so-called " estimates " are mere guesses, but Cap- 
tain Bates's guesses are prima facie as valuable as Senator 
Frye's. The later subsidy measures have limited the amounts 
possible to expend in bounties. This will prevent bankruptcy 
of the government ; but if estimates of differences in costs are 
at all accurate, the subsidies now demanded will do little or 
nothing to build up the marine. Briefly, there appears to be 
no way of getting something for nothing, even by the occult 
means of government subsidies. If we dance we must pay the 
piper. Possibly we may be allowed to pay the piper though 
we do not dance. For were costs of construction, etc., in the 
United States no greater than in Great Britain, they could be 
made to appear so for the sake of a bounty, and when once a 
bounty is given the costs can be made to conform to its size. 
On the whole it seems inadvisable to tinker the merchant 
marine with the subsidy hammer. 

R. Meeker. 

Princeton University. 



